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SUBJECT: FIRST QUARTER TRADE DATA 

REE: STATE 141390 

EMBASSY BELIEVES THAT NUMBER OF FACTORS ARE RESPONSIBLE 
FOR THE TURNAROUND IN THE US-BRAZIL BILATERAL TRADE BALANCE 
NATED IN REFTEL: 

1 . THE DROP IN US EXPORTS TO BRAZIL IS ATTRIBUTABLE 
TO: 


A. THE IMPOSTION OF VERY SEVERE IMPORT CONTROLS 

BY BRAZL IN AN EEFORT TO REDUCE ITS SIZEABLE CURRENT 
ACCOUNT DEFICIT. THIS HAS RESULTED IN THE LOSS OE AN 
IMPORTANT PORTION OP THE BRAZILIAN MARKET, PARTICULARLY 
FOR FINISHED PRODUCTS (SUCH AS AIRCRAFT) AND SME 
AGRICULTUAL PRODUCTS (SUCH AS FRESH AND DRIED FRUITS); 
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B. THE GOVERNMENT'S IMPORT DIVERSIFICATION 
STRATEGY, A STRATEGY BASED PARTLY ON ECONOMIC 
GROUNDS, SUCH AS THE DESIRE OF THE GOB TO REDUCE 
ITS TRADE DEFICIT WITH THE US, AND PARTLY ON 
POLITICAL GROUNDS, SUCH AS "STEERING " IMPORTS AWAY 
FROM THE US IN RETALIATION FOR US ECONOMIC 
(TRADE RESTRICTIONS) AND POLITICAL (NUCLEAR, HUMAN 
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RIGHTS) ACTIONS. OUR EXPORT MOST SERIOUSLY 
AFEECTED BY THIS STRATEGY HAS BEEN WHEAT, WHICH 
DROPPED FROM $85.6 MILLIONS IN THE EIRST QUARTER 
OF 1976 TO ZERO DURING THE SAME PERIOD OF 1977; 

C. THE GOB'S AMBITIOUS IMPORT SUBSTITUTIONS 
PROGRAM WHICH HAS BEEN DISPLACING AN INCREASING 
NUMBER OF US PRODUCTS, PRIMARILY IN THE CAPITAL GOODS FIELD; 

D. THE APPARENT LACK OF INTEREST BY US 
INVESTORS INMEETING THE NCREASINGLY HIGH LOCAL 
CONTENT REQUIREMENT IMPOSED BY THE GOB ON LARGE 
TICKET ITEMS, SUCH AS HYDROELCTRIC AND STEEL 
PLANT EQUIPMENT. FOR EXAMPLE, US BIDDERS HAVE 
DONE EXTREMELY BADLY IN THE BIDDING ON STAGE III 

OF THE STEEL EXPANSION PROGRAM MAINLY BECAUSE OUR 
JAPANESE AND EUROPEAN COMPETITORS HAVE COME IN 
WITH A HIGHER LOCAL CONTENT, WHICH IS GIVEN A 
PREMIUM IN THE EVALUATION OE FOREIGN BIDS. 

2. THE INCREASE IN US IMPORT FROM BRAIL CAN BE 
ATTRIBUTED TO: 

A. INCREASED COEFEE PRICES, AND 

B. THE PICK UP IN US ECONOMIC ACTIVITY. 

JOHNSON 
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